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Last year was the turning point in Brazil's economic recovery. All sectors of the economy
demonstrated strong growth, and the population's buying power began to inch upward. Despite the
impressive gains, continued dependence on foreign capital is still the Achilles' heel of the economy.
Last month, Argentina's economic problems as well as slowdowns in the US and Japanese
economies put downward pressure on Brazil's currency, the real, and made new investments more
expensive. Inflation fears caused the Banco Central (BC) to increase overnight interest rates by half a
percentage point, and economic forecasters are now predicting slower growth for this year.
Nonetheless, Brazil's Finance Minister Pedro Malan remains optimistic about the economy, which
he believes will expand this year by 4.2%. "There are clear signs of growth in agribusiness, industry,
and investments as well as falling unemployment," said Malan. "A slowdown in the United States
could cause a difference of 0.1 percentage point in Brazil's performance."

Widespread economic growth in 2000
The Instituto Brasileiro de Geografia e Estadistica (IBGE) reported that GDP grew 4.46% last year
the best performance since 1995. Economic expansion was led by the 5.01% increase in industrial
output, the result of booming foreign sales and important inroads toward substituting imports
on the local market. The durable-goods sector in particular the automobile industry, which grew
20% last year was the highlight of the economy. Services also expanded 3.85% in 2000, pushed
by telecommunications, which grew 16.96%. Sales of consumer nondurables, which are in bigger
demand by the country's lower-income classes, have yet to pick up. As the buying power of this
sector of society continues to increase, however, sales in this market should take off. Per capita GDP
ended up rising 3.1%, pushing per capita income to US$3,280 (based on the rough average of R$2 to
US$1 during the course of the year). Open unemployment measured by the IBGE also fell to 7.1%
the best result since 1997, when it stood at 5.7%.

Business optimistic about 2001
Surveys of business leaders show they expect even better times this year. In a poll by Arthur
Andersen consultants, 88% of those interviewed expect their revenues to be the same as last year,
while 76% predict their profits will grow. More than half of those interviewed (65%) said they plan to
increase their investments this year as most companies are working at full capacity. Many business
leaders also said that the number of workers in their companies has increased and that they expect
this to continue this year.
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"This is a clear tendency in the large companies," said Jose Carlos Monteiro, a partner at Arthur
Andersen. "Even though this does not solve the unemployment problem, an increasing number
of positions is a good sign." The biggest problem facing the country, in the eyes of the executives
interviewed, is the tax code. The IBGE reported that tax collections increased 6.8%. Of the country's
US$504.5 billion GDP, 9.6% went to government coffers. Numerous, cascading taxes burden
businesses, increase the price of the final product, and in some cases make imports cheaper than
their domestic equivalents.
In the first three months of this year, Brazil's trade deficit stood at US$676 million. The BC now
predicts a trade deficit of US$1 billion for this year a significant change from its initial projection of a
US$1.3 billion surplus and an increase over last year's deficit of US$697 million.

External problems continue to burden country's development
The above survey, however, was taken before the latest crisis in emerging markets caused by
ongoing economic difficulties in Argentina. The "tango effect," combined with volatile stock markets
in the US, caused the Brazilian currency, the real, to lose 10% of its value in the last three months.
Fearing an upsurge in inflation, Brazil's BC jacked up benchmark interest rates (Selic) from 15.25%
to 15.75%. Inflation was initially forecast to increase 3.9%, but now the BC expects consumer prices
to rise 4.8%, and it has revised growth expectations downward from 4.5% to 4.3%. Other forecasters
foresee economic expansion as low as 3.5%.
"Interest rates will come back down, and growth will retake its initial firepower," promised BC
president Arminio Fraga. But by the BC's economic models, to keep inflation from rising 1.25%,
basic interest rates have to increase one percentage point, thereby slowing economic growth.
Others are more critical of the BC's policies. "The BC returned to its old method of suffocating
[domestic growth] to overcome external crises," said Paulo Nogueira Batista, a professor at financialsector think tank Fundacao Getulio Vargas. Worsening economic times in the US will also reduce
foreign direct investment in Brazil. Last year, Brazil's current account deficit was wholly covered by
long-term investment of US$23 billion. This year, the country will be lucky if US$18 billion comes
into the country amounting to just two-thirds of the US$26 billion to US$27 billion needed to cover
the country's foreign obligations.

Trade seen as a strategic necessity
To make up the gap in its balance of payments, Brazil has been pushing exports. Not only is the
Brazil Cost the sum of taxes, bureaucracy, and infrastructure being tackled, but trade blocs are also
seen as pivotal to improving foreign sales. The country, however, has been forced to accede to the
desire of its trade partner in the Southern Cone Common Market (MERCOSUR) to break with the
Common External Tariff (TEC). Grudgingly, the administration of President Fernando Henrique
Cardoso supported Argentina's emergency economic plan, which involves removing all import
tariffs on capital goods and increasing duties on consumer goods. While the effect on Brazilian
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industry will not be great, the trade bloc's unity has been thrown into question, especially on the eve
of negotiations for the Free Trade Area of the Americas (FTAA).
"MERCOSUR does not exist any longer outside of official diplomatic documents," said one
Argentine diplomat, quoted in Veja news magazine. Brazil has wanted MERCOSUR unity to obtain
better concessions from the US in trade negotiations. Conversely, Argentina, whose currency is
pegged to the dollar, has hinted that more trade with the US could improve its situation.

Still no guarantee for long-term growth
Besides foreign disruptions slowing down the economy, domestic issues also continue to thwart
growth at a faster rate. "There are bottlenecks in the economy that prevent an acceleration at the
same levels as last year's," said Roberto Olinto, head of IBGE's Departamento de Contas Nacionais.
An energy crisis is on the horizon, and rationing appears a likely possibility as low water levels
reduce output at the country's hydroelectric dams. Brazil derives 95% of its electric power from
dams, and half that power is consumed by industry.
Others believe that Brazil lacks a coherent industrial policy to confront the economic power of the
US and other developed countries. "The industrial playing field is divided and subdivided into
various pieces, operating with different rules," said Glauco Arbix, a professor at the Universidade de
Sao Paulo.

Government hopes to focus on social problems this year
Economic troubles in the past decade have produced a significant social debt. The IBGE says
Brazil has gained 717 favelas (shantytowns) in the past decade. The government body considers
a favela to be a unit of at least 51 houses constructed on private or government land, typically
in a disorganized fashion, and bereft of most essential services. The total number of favelas in
the country now stands at 3,905. To alleviate glaring social problems and improve the country's
deteriorating infrastructure, the Cardoso administration plans to unleash Avanco Brasil, which allots
US$58.4 billion to infrastructure projects and social investments.
The program has been in the works for the past few years and is expected to be the crowning
achievement of Cardoso's term as president (see NotiSur, 2000-11-10). One item left out of Avanco
Brasil is a food-distribution program targeting indigent communities. The federal government
cut the Programa de Distribuicao de Alimentos at the end of last year because it considered it
too welfare- oriented and a hindrance to local businesses that suffered declining sales. In fact,
the Treasury only freed 40% of last year's budget for the program, according to Siafi (Sistema
Informatizado de Acompanhamento de Gastos Federais).
"The program kills hunger but does not reduce poverty or stimulate the economy in the poorest
regions," said Osmar Terra, executive secretary of Comunidade Solidaria, which is considering other
policies to achieve the same end. One would pay the 8.6 million people in the program directly for
community service. No substitute program has yet been instituted.
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Brazil also hopes to reduce poverty by upping the monthly minimum wage, which rose to R$180 in
April. In government figures calculated toward the end of last year, 2.75 million people would rise
out of poverty. The government statistics indicate 46.4 million are below the poverty line. One of the
main proponents of the wage increase was former Senate president Antonio Carlos Magalhaes. At
the time, the powerful senator wanted the minimum wage to equal US$100.
With the recent devaluation, however, the increase still only brings the minimum wage to US$83.
Bishop Jame Chemello, president of the bishops conference (Conferencia Nacional dos Bispos do
Brasil, CNBB), believes that the increase is not enough to satisfy the basic needs of workers and their
families, who are the ones who end up "paying" for the country's economic stability.

-- End --
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